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Something Slightly New

H E already long and diversified list of
Tsecurities
available to the investing

public is being continually augmented. As
new and difficult situations arise in the
course of financings, the seemingly neverfailing ingenuity of financiers creates a new
kind of securities for the occasion.
One of the most recent additions to the
list goes by the name of rental certificates.
A n issue of $3,351,000 State of Georgia
4 ½ % Railroad Rental Certificates was
offered to the public early last summer.
The circumstances surrounding the issuance of these securities are particularly interesting.

The State of Georgia was in need of
funds for certain purposes. It was precluded from obtaining the necessary moneys
through the medium of an orthodox bond
issue, however, because of a very conservative limitation in the State constitution as to the amount of funded debt which
it might incur. Consequently, it was forced
to cast about for other means of financing.
The State owned a railroad, which it was
leasing to private interests at a rental of
$45,000 monthly. Using as a basis the
future income from this lease, a financial
plan was evolved whereby the State could
obtain the funds it desired.
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The Legislature authorized the Governor
to draw warrants on the Treasurer for the
full amount of anticipated revenue from
the lease for a term of years—the warrants
falling due as the rental was payable,
$45,000 a month—and to issue and discount these warrants. It was apparent,
however, that it would be difficult, if not
impossible, to dispose of the warrants to
investors by discounting them from the
date of maturity down to the present time.
The warrants being non-interest-bearing,
a purchaser of a warrant would realize no
income on his investment until maturity,
when he would receive in a lump sum the
entire amount of interest due him. Obviously, few investors would look with
favor on such a proposition.
In order to meet this difficulty, the
following scheme was devised. A l l of the
warrants were deposited with a trustee.
Against these there were issued interestbearing certificates having serial maturities.
Both interest and principal on the certificates were payable out of the proceeds of
the warrants deposited with the trustee,
as the warrants fell due each month. Interest was payable semi-annually. Provision was made for retiring the certificates
as rapidly as possible out of the portion of
the proceeds from maturing warrants which
was not required for current interest payments on the certificates outstanding.
The mathematical computations involved in this financing were by no means
inconsiderable.
Taking as a basis the
amount of funds required by the State, it
was necessary to determine the amount
of certificates which should be issued, and
the number of years' revenue from the
lease which would be required to provide
funds for payments of interest and principal
on the certificates, having regard for their
serial maturities, which, of course, had to
be scheduled. A complication arose also
from the fact that the State had already
pledged to another use the income to be
received from the lease up to January,
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1928. Inasmuch as the certificates were
sold in M a y , 1926, it was necessary to provide funds for interest payments on the
certificates from the time of sale until
January, 1928. This was done by reserving
some of the earlier warrants for sale at
agreed prices for the benefit of the certificate holders.
Although in certain respects these rental
certificates resemble bonds, they are i n
reality merely certificates of ownership of
a common fund represented by the warrants on deposit with the trustee. The
holders technically are in the position of
participants in periodic distributions from
the fund.
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